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,Q� WKH� EHJLQQLQJ� Ri� WKH� QHZ�PLOOHQQLXP��
¿nancial� markets� experienced� a� remarkable�
GHYHORSPHQW��7KH�ULVH�Ri�SULYdWH�LQYHVWPHQWV�
LQ�SXEOLF�HQWLW\��dOVR�NQRZQ�dV�µ3,3(¶��RU�LQ�WKH�
dFdGHPLF� OLWHUdWXUH� dV� µSULYdWH� SOdFHPHQWV¶��
$OWKRXJK� WKH� SURFHVV� VWdUWHG� PXFK� HdUOLHU��
WKH� FdWdO\VW� Ri� WKLV� GHYHORSPHQW�ZdV� dURXQG�
2000,� the� year� of� the� dotcom� stock� bubble�
FUdVK��$iWHU�WKLV�GHYdVWdWLQJ�FUdVK�Ri�WKH�µQHZ�
HFRQRP\¶��ORWV�Ri�FRPSdQLHV�ZHUH�LQ�WURXEOH��
Especially�young,�high�technology�¿rms�saw�
WKHLU�VRXUFHV�Ri�iXQGLQJ�GU\�XS��%HFdXVH�WKHVH�
¿rms� were� listed� on� a� stock� exchange� and�
WKHLU�VWRFN�SULFH�KdG�idOOHQ�GUdPdWLFdOO\��WKHUH�
ZdV�QR�HdJHUQHVV�iRU�QHZ�LVVXHV��7KLV�ZdV�GXH�
WR�EHKdYLRXU�Ri�ERWK�FRPSdQLHV�dQG�LQYHVWRUV��
7KH�FRPSdQLHV�ZKLFK�VXUYLYHG�WKH�FUdVK�GLG�

QRW�ZdQW�WR�LVVXH�VWRFN�EHORZ�WKHLU�SHUFHLYHG�
WUXH� YdOXH�� $QG� Li� WKH\� ZRXOG� LVVXH� VWRFN��
WKH\� ZRXOG� EH� SHUFHLYHG� WR� EH� d� µOHPRQ¶�� d�
FRPSdQ\�ZLWKRXW� iXWXUH� RSSRUWXQLWLHV� WU\LQJ�
WR�PdNH�PRQH\�idVW��(YHQ�PRUH�LPSRUWdQWO\��
WKH� LQYHVWRUV� RQ� WKHLU� dFFRXQW� ZHUH� WLUHG� Ri�
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This� paper� examines� the� post-announcement� stock� performance� of� U.S.� public� ¿rms�
which�issue�equity�privately,�analyzed�by�¿rm�and�transaction�characteristics.�We�¿nd�that�
¿rms�which�issue�equity�privately�with�the�use�of�common�equity�do�perform�signi¿cantly�
better� than� if� they�would�with� the�use�of� convertibles.�Furthermore,�¿rms�with�a� relative�
high�investment�in�R&D,�e.g.�biotechnology�¿rms,�do�signi¿cantly�outperform�the�market.�
However,�a�substantial�part�of�the�outperformance�is�linked�to�industry�speci¿c�factors.�No�
evidence� is� found� to� con¿rm� that� private� placements� enable� entrenchment� for� incumbent�
management.��
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LQYHVWLQJ� LQ� µKLJK� WHFKQRORJ\¶� VWRFNV�� dV�
WKHVH�ZHUH�SHUFHLYHG�WR�EH�UHdO�FULVLV�VWRFNV��
Their� con¿dence� in� the� stock� markets� had�
GLVdSSHdUHG��dQG� LQYHVWRUV�ZHUH� LQFUHdVLQJO\�
VKLiWLQJ�WR�ORZ�ULVN�LQYHVWPHQWV��OLNH�ERQGV�RU�
ROG�HFRQRP\�VWRFNV��&RQVHtXHQWO\��WKHUH�ZdV�
a�severe�deadlock�in�the�¿nancial�markets.

7KLV� ZdV� d� JROGHQ� RSSRUWXQLW\� iRU� WKH�
SULYdWH� LQYHVWRUV�� 3ULYdWH� HtXLW\� iXQGV� dQG�
ZHdOWK\�LQGLYLGXdOV�mXPSHG�LQ�WR�RiiHU�iXQGLQJ�
for�these�¿rms�more�directly�and�more�easily.�
$OO� WKH\� QHHG� LQ� H[FKdQJH� ZdV� VRPH� GLUHFW�
FRQWURO�dQG�d�QLFH�GLVFRXQW��7KH\�dOVR�FRXOG��
EHFdXVH� Ri� EHWWHU� LQiRUPdWLRQ�� GHWHUPLQH� Li�
a� ¿rm� was� suitable� for� reanimation� or� not.�
)LUPV�RQ�WKHLU�dFFRXQW�KdG�d�JRRG�RSSRUWXQLW\�
iRU� dOWHUQdWLYH� iXQGLQJ�� dQG� LQ� WKLV� FdVH�
ZRXOG�idFH�QR�VKRUW�WHUP�SUREOHPV�ZKHQ��iRU�
LQVWdQFH�� WKH\�ZRXOG�H[SHULHQFH� VHYHUH� FdVK�
Àow� volatility.� Therefore,� ¿rms� and� private�
LQYHVWRUV�KdG�ERWK�JRRG�UHdVRQV� WR� WdNH�SdUW�
LQ�WKHVH�3,3(�WUdQVdFWLRQV�

7KH�LPSRUWdQFH�Ri�WKHVH�µVKdGRZ¶�PdUNHWV�
KdV� LQFUHdVHG� VXEVWdQWLdOO\�� LQ� FRQVHtXHQFH�
Ri� WKH� idFW� WKdW� QRUPdO� VWRFN� H[FKdQJHV� GLG�
H[SHULHQFH� d� GHFOLQH� LQ� SRSXOdULW\� diWHU� WKH�
EXEEOH�FUdVK��7KHUHiRUH��dV�WKH�HFRQRPLF�dQG�
VRFLHWdO� LPSdFW� Ri� WKH� 3,3(� PdUNHW� JURZV��
LW� LV� LPSRUWdQW� WR� H[dPLQH� WKH� GLUHFWLRQ� dQG�
PdJQLWXGH�Ri�WKH�HFRQRPLF�FRQWULEXWLRQ�iURP�
WKH�ZRUOG�Ri�SULYdWH�SOdFHPHQWV��

7KLV� UHVHdUFK� dLPV� WR� dGG� QHZ� LQVLJKWV�
in� this� ¿eld� of� research,� and� give� a� better�
XQGHUVWdQGLQJ�Ri�WKH�HiiHFWV�dQG�HiiHFWLYHQHVV�
Ri� WKH� 3,3(�PdUNHW�� 7KLV� VWXG\� XVHV� idFWRUV�
such� as� industry,� ¿rm� and� transaction�
FKdUdFWHULVWLFV�WR�H[SOdLQ� WKH�RXWSHUiRUPdQFH�
RU� XQGHUSHUiRUPdQFH� Ri� SULYdWH� SOdFHPHQWV��
0RUHRYHU��WKH�VWXG\�dOVR�H[dPLQHV�WKH�HiiHFWV�

from�asset�structure�within�¿rms�and�from�the�
VHFXULW\� W\SH� XVHG� LQ� WKH� SULYdWH� SOdFHPHQW�
WUdQVdFWLRQV� RQ� WKH� HFRQRPLF� VXFFHVV� Ri�
WKHVH� SULYdWH� SOdFHPHQWV�� &RQVHtXHQWO\�� WKLV�
research�studies�the�inÀuence�of�management�
on� funding� decisions,� and� ¿nd� out� in�which�
FRQWH[W�WKHVH�FdQ�EH�SHUFHLYHG�SRVLWLYH��

7KLV� SdSHU� XVHV� WKH�8�6�� GdWd� iURP� �����
to�2005�(Thomson�One�Banker�and�CRPS)�to�
LQYHVWLJdWH� WKH� GXUdWLRQ� EHiRUH� dQG� diWHU� WKH�
2000�stock�market�bubble.�The�choice�of�the�
VWXG\�SHULRG�LV�WR�dYRLG�WKH�HPHUJHQFH�Ri�WKH�
new�global�crisis�in�2008�which�still�remains.�
$QRWKHU� UHdVRQ� LV� WKdW� ZH� FRXOG� KdYH� OHJdO�
dFFHVV�WR�WKH�GdWd�LQ�WKLV�SHULRG�ZKLOH�RQH�Ri�
WKH�dXWKRUV�ZdV�GRLQJ�UHVHdUFK�LQ�(XURSH�

���7KHRuHwlFDo�IuDpHZRuN�DQg�K\SRwKHVHV

2.1.�Background�on�private�placements

,Q� JHQHUdO�� PdQdJHPHQW� LV� dVVXPHG�
to� know� more� about� the� value� of� the� ¿rm�
WKdQ� SRWHQWLdO� LQYHVWRUV�� %HFdXVH� Ri� WKLV�
LQiRUPdWLRQ� dV\PPHWU\�� PdQdJHUV� KdYH� dQ�
LQFHQWLYH� WR� XVH� ZLQGRZV� Ri� RSSRUWXQLW\� WR�
LVVXH� HtXLW\�� WKdW� LV�� ZKHQ� WKH� FRPSdQ\� LV�
PRVW�RYHUYdOXHG��(PSLULFdO�VWXGLHV�GRFXPHQW�
WKdW� FRPSdQLHV� ZKLFK� LVVXH� FRPPRQ� VKdUHV�
perform�signi¿cantly�worse�after�the�issue�than�
FRPSdQLHV� ZKR�GR� QRW� LVVXH� �/RXJKUdQ� dQG�
5LWWHU���������7KLV�LPSOLHV�WKdW�dQ�HtXLW\�LVVXH�
LQ�JHQHUdO� LV� d�EdG�QHZV� iRU� VKdUHKROGHUV��$�
SXEOLF�VWRFN�LVVXH�dQQRXQFHPHQW�LV�SHUFHLYHG�
as�a�signal�of�overvaluation�of�the�¿rm,�and�the�
stock�price�will�fall.�Hence,�the�management�
KdV� d� WHQGHQF\� WR� iRUHJR� VWRFN� LVVXHV� dQG�
possible� pro¿table� investment� opportunities.�
Only� if� the� management� can� convey� their�
µLQVLGHU� LQiRUPdWLRQ¶� WR� WKH� PdUNHW� dW� QR�
FRVW�� WKLV� LQiRUPdWLRQ� dV\PPHWU\� SUREOHP�
can�be�solved�(Majluf�and�Myers,�1984).�The�
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SUREOHP� Ri� LQiRUPdWLRQ� dV\PPHWU\� LV� OLNHO\�
to� be� higher� in� ¿rms�with� a� high� degree� of�
intangible� assets,� as� the� pro¿tability,� or� at�
OHdVW� WKH�PdUNHW�YdOXH�Ri� WKHVH�dVVHWV�FdQQRW�
EH�HdVLO\�PHdVXUHG�

$�Zd\�RXW�Ri�WKH�XQGHULQYHVWPHQW�SUREOHP�
FdQ� EH� WKH� XVH� Ri� SULYdWH� SOdFHPHQWV�� $�
SULYdWH�SOdFHPHQW�LV�QHJRWLdWHG�ZLWK�d�VLQJOH�
LQYHVWRU� RU� d� JURXS� Ri� LQYHVWRUV�� 7KHVH�
SULYdWH�HtXLW\� LVVXHV�FdQ�EH�VHHQ�dV�d�VLJQdO�
Ri�XQGHUYdOXdWLRQ��EHFdXVH�SULYdWH�SOdFHPHQW�
LQYHVWRUV�SOdFH�d�ORW�Ri�ULVN�LQ�WKHLU�LQYHVWPHQW�
GXH�WR�WKH�LOOLtXLG�QdWXUH�Ri�SULYdWH�HtXLW\��VR�
they�have�to�be�con¿dent�about�the�true�value�
Ri� WKH� FRPSdQ\�� 7KHUHiRUH�� WKHUH� LV� RiWHQ� d�
SURFHVV�Ri� WKRURXJK� µGXH�GLOLJHQFH¶�EHiRUH�d�
SULYdWH�HtXLW\� WUdQVdFWLRQ�� VR� WKdW�WKH�SULYdWH�
SOdFHPHQW� LQYHVWRUV� KdYH� EHWWHU� LQiRUPdWLRQ�
dERXW�WKH�WUXH�YdOXH�Ri�WKH�FRPSdQ\�RQ�dYHUdJH�
(Hertzel� and� Smith,� 1993).� In� addition,� as�
RZQHUVKLS� FRQFHQWUdWLRQ� FKdQJHV�� SULYdWH�
HtXLW\� LVVXH�dQQRXQFHPHQWV�JLYH�d� VLJQdO� Ri�
JUHdWHU�FRPPLWPHQW�Ri�WKH�PdQdJHPHQW�WR�WKH�
FRPSdQ\�� dV�WKH�FRPSdQ\� LV�SHUFHLYHG� WR�EH�
EHWWHU�PRQLWRUHG��&RQVHtXHQWO\��LW�LV�dVVXPHG�
WKdW� WKLV� LPSURYHV� PdQdJHULdO� SHUiRUPdQFH��
ZKLFK� LV� dOVR�NQRZQ�dV� WKH�RZQHUVKLS�HIIHFW�
(Wruck,�1989).�

7KHUH�dUH�dOVR�LQGLUHFW�VWUdWHJLF�dGYdQWdJHV�
to� private� placements� for� the� issuing� ¿rm,�
mostly� connected� to� speci¿c� QLFKH�PdUNHWV��
)RU�LQVWdQFH��SULYdWH�HtXLW\�FdQ�EH�dUJXHG�dV�
a�‘way�out’�for�¿rms�with�a�lot�of�intangible�
dVVHWV��H�J��5	'��KXPdQ�FdSLWdO��dQG�XQFHUWdLQ�
iXWXUH� JURZWK�� :LWK� d� ELJ� LQiRUPdWLRQ�
asymmetry�about�growth,� these�¿rms�cannot�
LVVXH� FRPPRQ� HtXLW\� RU� GHEW� iRU� iXQGLQJ��
However,� as� private� investors� often� have�
PRUH�µLQVLGH�LQiRUPdWLRQ¶�LQ�WKHVH�PdUNHWV��d�
SULYdWH�SOdFHPHQW�WUdQVdFWLRQ�ZLOO�VLJQdO�WKdW�

the�¿rm�has�good�future�opportunities� (Folta�
and� Janney,� 2004).� Consequently,� there� is�
empirical�evidence�for�the�fact�that�young�¿rms�
FdQ� dWWUdFW� PRUH� VXEVHtXHQW� iXQGV� LQ� PRUH�
idYRXUdEOH�FRQGLWLRQV�Li�WKH\�KdYH�FRPPLWWHG�
LQYHVWRUV� ZLWK� JRRG� UHSXWdWLRQV��$SdUW� iURP�
WKH�H[SHFWdWLRQ�WKdW�WKH�FRPSdQ\�KdV�d�KLJKHU�
quality,� the� market� perceives� these� ¿rms� as�
EHWWHU� dQdO\VHG�� dQG�PRUH� WUdQVSdUHQW� �)ROWd�
and�Janney,�2006).�

7KH� PRVW� LPSRUWdQW� OLPLWdWLRQ� Ri� SULYdWH�
SOdFHPHQWV�LV�WKH�KLJK�GLUHFW�FRVW��dV�WKH\�dUH�
VROG�ZLWK� d� VXEVWdQWLdO� GLVFRXQW� RQ� dYHUdJH��
Wruck� (1989)� mentions� that� this� discount�
LV� WKH� UHVXOW� Ri� WKH� RZQHUVKLS� HiiHFW�� dV�
PRQLWRULQJ� ZLOO� FRVW� WKH� SULYdWH� LQYHVWRUV�
H[WUd�WLPH�dQG�PRQH\�ZKLFK�WKH\�KdYH�WR�EH�
compensated� for.� According� to� Hertzel� and�
6PLWK���������SULYdWH�HtXLW\�LV�RiWHQ�VROG�ZLWK�
VXEVWdQWLdO� GLVFRXQWV� GXH� WR� WKH� LQiRUPdWLRQ�
FRVWV� LQFXUUHG�E\� WKH�SULYdWH� LQYHVWRUV��7KH\�
VKRZ� WKdW� WKH� KdUGHU� LW� LV� WR� dVVHVV� WKH� WUXH�
YdOXH�Ri�WKH�FRPSdQ\�iRU�WKH�SULYdWH�LQYHVWRU��
WKH�ELJJHU�WKH�GLVFRXQW��6LOEHU��������dUJXHV�
WKdW� WKHVH� GLVFRXQWV� dUH� WKH� UHVXOW� Ri� WKH�
LOOLtXLGLW\�dWWdFKHG�WR�WKH�SULYdWH�SOdFHPHQWV��
3ULYdWH� SOdFHPHQWV� dUH� RiWHQ� KHOG� LQ� OdUJH�
FKXQNV�dQG�QRW�HdVLO\�UHVROG��SdUWO\�GXH�WR�OdZ�
UHVWULFWLRQV���dQG�WKHUHiRUH��LQ�WKH�EXVLQHVV�iRU�
d� ORQJ�WHUP�� WKHUHiRUH� HQKdQFLQJ� LQYROYHG�
ULVNV�� %HFdXVH� WKHVH� GLUHFW� FRVWV� Ri� SULYdWH�
placements�are�high,�¿rms�are�only� likely� to�
FKRRVH� SULYdWH� SOdFHPHQWV� ZKHQ� WKHUH� LV� d�
KLJK�LQiRUPdWLRQ�dV\PPHWU\��HVSHFLdOO\�dERXW�
JURZWK�RSSRUWXQLWLHV��

2.2.�Hypotheses

%dVHG�RQ�WKH�VWdQGdUGV�Ri�SULRU�VWXGLHV�dQG�
UHOHYdQW�dUJXPHQWV�RQ�SULYdWH�SOdFHPHQWV��ZH�
SURSRVH�WR�WHVW�VHYHUdO�K\SRWKHVHV��)LUVW�Ri�dOO��
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ZH� WKLQN� WKdW� WKH� ORQJ�WHUP� QHJdWLYH� HiiHFWV�
of�private�placements�found�by�Hertzel�et�al.�
(2002)�can�be�the�result�of�the�distortive�effect�
iURP� SULYdWH� SOdFHPHQWV� ZLWK� FRQYHUWLEOHV�
(Hillion�and�Vermaelen,�2004).�This� speci¿c�
QdWXUH�Ri�WKH�WUdQVdFWLRQ�LV�d�idFWRU�WKdW�KdV�QRW�
EHHQ� WdNHQ� LQWR� dFFRXQW� LQ� SUHYLRXV� VWXGLHV��
Therefore,� it� is� interesting� to� ¿gure� out�
ZKdW� dUH� WKH� ORQJ�WHUP� dQG�VKRUW�WHUP� VWRFN�
returns� for� ¿rms� using� private� placements�
Li� ZH� VHSdUdWH� WKHP� dFFRUGLQJ� WR� GLiiHUHQW�
issue�types.�We�test�Hillion�and�Vermaelen’s�
(2004)�distortive�effect�by�expecting�that�the�
common�equity�issuing�¿rms�will�outperform�
convertible� issuing� ¿rms.� Accordingly,� we�
SURSRVH�WKH�iROORZLQJ�K\SRWKHVLV�

Hypothesis� 1:� The� stock� return� of� ¿rms�
ZKLFK� FRQGXFW� D� SULYDWH� SODFHPHQW� ZLWK�

common� equity� is� more� positive� than� the�
stock�return�of�¿rms�which�conduct�a�private�
placement�through�the�use�of�convertibles.

$QRWKHU� idFWRU� ZKLFK� QHHGV� WR� UHFHLYH�
some�clari¿cation�lies�in�the�relation�between�
WKH� PdQdJHU� dQG� WKH� LQYHVWRU�� )RU� LQVWdQFH��
Wu� (2004)� ¿nds� that� private� investors� on�
average� do� not� monitor� ¿rms� more� closely�
WKdQ� FRPPRQ� HtXLW\� KROGHUV�� LQ� FRQWUdVW� WR�
WKH� H[SHFWHG� RZQHUVKLS� HiiHFW� SURSRVHG� E\�
Wruck�(1989).�One�could�argue�that�this�is�the�
HiiHFW�Ri�FKRLFH�E\�PdQdJHPHQW�LQ�dWWUdFWLQJ�
dGGLWLRQdO�iXQGV��,i�PdQdJHPHQW�KdV�d�FKRLFH�
LQ� WKLV� PdWWHU�� WKHQ� d� 3,3(� WUdQVdFWLRQ� LV� d�
OLNHO\�VLJQdO�WKdW�PdQdJHPHQW�ZdQW�HQWUHQFK�
WKHPVHOYHV�dJdLQVW�KRVWLOH�WdNHRYHUV��%dUFOd\�
et�al.�2001).�However,�Folta�and�Janney�(2004)�
VWUHVV�WKH�HiiHFW�Ri�d�3,3(�WUdQVdFWLRQ�RQ�WKH�
PLWLJdWLRQ� Ri� WKH� LQiRUPdWLRQ� dV\PPHWU\� Ri�
FRPSdQLHV�ZLWK�KLJK�XQFHUWdLQ�iXWXUH�JURZWK��
7KHVH� FRPSdQLHV� GR� QRW� KdYH� d� FKRLFH� LQ�
iXQGLQJ�EXW�RQO\�SUREdEO\�WKH�SULYdWH�LQYHVWRU��

as� other� investors� ¿nd� these� companies� too�
ULVN\�� For� instance,� ¿rms� in� young,� high�
WHFKQRORJ\�LQGXVWULHV��WKdW�LV��µQHZ�HFRQRP\¶��
KdYH�d�ORW�Ri�LQWdQJLEOH�dVVHWV��H�J��5	'��dQG�
d� ELJ� LQiRUPdWLRQ� dV\PPHWU\� dERXW� iXWXUH�
JURZWK�� 7KHUHiRUH�� d� SULYdWH� SOdFHPHQW� ZLOO�
JLYH�WKH�µXQGHUYdOXdWLRQ�VLJQdO¶��EHFdXVH�Ri�WKH�
con¿dence�displayed�by�the�private�investors.�
$SdUW�iURP�FRQWULEXWLQJ�PRQH\�WR�WKH�FdXVH�Ri�
the�¿rm,�a�private�placement�gives�information�
WR� WKH� PdUNHW� dERXW� WKH� YLdELOLW\� Ri� WKH�
intangible�assets�of�the�¿rm.�This�is�especially�
WUXH� LQ� WLPHV�Ri�PdUNHW�GLVWUHVV�� iRU� LQVWdQFH�
diWHU�d�EXEEOH�FUdVK��ZKHQ�FRPPRQ�LQYHVWRUV�
dUH�YHU\�VHQVLWLYH�WR�HYHU\�LQiRUPdWLRQ�ZKLFK�
can�make�a�distinction�between�¿rms�with�a�
pro¿table�future�and�‘lemons’.

According�to�Chauvin�and�Hirschey�(1993),�
LQWdQJLEOH�dVVHWV�KdYH�d�SRVLWLYH�LPSdFW�RQ�WKH�
valuation�of� the�¿rm� in� the� long-term,�when�
iRUHFdVW�HUURUV�dUH�PRUH�OLNHO\�WR�EH�PLWLJdWHG��
)LUPV� JHW� WKHLU� FRPSdUdWLYH� dGYdQWdJH� RYHU�
other� ¿rms� because� of� their� investment� in�
WKHLU� LQWdQJLEOH� dVVHWV�� ZKLFK� ZLOO� JLYH� WKH�
¿rm�speci¿c�knowledge�that�cannot�be�copied�
HdVLO\��)LUPV�ZLWK�d�KLJK�UHOdWLYH� LQYHVWPHQW�
LQ�5	'�dQG�dGYHUWLVHPHQW�dUH� SURYHQ� WR�EH�
dEOH� WR� RXWSHUiRUP� WKH� PdUNHW� dV� d� ZKROH�
(Ballester�et�al.,�2003).�We�get�to�the�following�
K\SRWKHVLV�

Hypothesis� 2:� 7KH� VWRFN� UHWXUQ� RI� KLJK�
technology� (high� intangible� ratio)� ¿rms�
ZKLFK� WDNH� SDUW� LQ� SULYDWH� SODFHPHQWV� LV�

PRUH� SRVLWLYH� WKDQ� WKH� VWRFN� UHWXUQ� RI�KLJK�

technology�¿rms�which� do�not� take�part� in�
private�placements.

)LUPV� LQ� PRUH� PdWXUH� LQGXVWULHV�� OLNH�
dXWRPRELOH� LQGXVWULHV� iRU� LQVWdQFH�� KdYH�
UHOdWLYHO\� PRUH� WdQJLEOH� dVVHWV� dQG� dUH�
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PRUH� OLNHO\� WR� EH� d� WdUJHW� iRU�d� WdNHRYHU�� dV�
JURZWK�dQG�LQYHVWPHQW�RSSRUWXQLWLHV�LQ�WKHVH�
PdUNHWV� dUH� HdVLHU� WR� SUHGLFW��%HFdXVH� WKHVH�
¿rms� have� less� uncertainty,� they� have� more�
FKRLFHV� LQ�iXQGLQJ��,W�FdQ�EH�H[SHFWHG�WKdW�d�
3,3(�WUdQVdFWLRQ�LV�WKH�UHVXOW�Ri�HQWUHQFKPHQW�
PRWLYHV��LQ�RUGHU�WR�SUHYHQW�WKH�WdNHRYHU�WUHdW�
iRU� WKH� LQFXPEHQW� PdQdJHPHQW�� $V� WKHVH�
¿rms�on�average�follow�market�returns,�¿rms�
LQ�WKHVH�LQGXVWULHV�ZKLFK�WdNH�SdUW�LQ�d�SULYdWH�
SOdFHPHQW� dUH� OLNHO\� WR� XQGHUSHUiRUP�� 7KLV�
UHVXOWV�LQ�WKH�WKLUG�K\SRWKHVLV�

+\SRWKHVLV� ��� The� stock� return� of� ¿rms�
LQ� LQGXVWULHV� ZLWK� D� KLJK� LQWDQJLEOH� UDWLR�

WKDW� WDNH�SDUW� LQ�SULYDWH� SODFHPHQWV� LV�PRUH�

negative�than�¿rms�in�these�industries�which�
do�not�take�part�in�private�placements.�

%HVLGHV� WHVWLQJ� WKH� dERYH�PHQWLRQHG�
K\SRWKHVHV�� ZH� H[SORUH� WKH� GLiiHUHQFH� LQ�
GLVFRXQW� �Li� dQ\�� EHWZHHQ� WKH� VXEVdPSOHV��
,Q�WKHRU\��QR�PHdQLQJiXO�dVVXPSWLRQ�FdQ�EH�
PdGH� dERXW� WKH� GLiiHUHQFHV� LQ� GLVFRXQW�� dV�
ERWK� HQWUHQFKPHQW� WKHRU\� dQG� LQiRUPdWLRQ�
dV\PPHWU\�WKHRU\�SUHGLFW�d�VL]HdEOH�GLVFRXQW�

���'DwD�DQg�pHwKRgRoRJ\

3.1.�Data�description

Thomson�One�Banker�for�companies�which�
LVVXHG� SULYdWH� SOdFHPHQWV� GXULQJ� WKH� SHULRG�
1996-2005� is� our� main� dataset.� A� private�
placement�is�de¿ned�as�an�issue�in�one�block�of�
more�than�5%�of�the�¿rm’s�outstanding�shares�
WR�dQ�HQWLW\��RXWVLGH�WKH�FRPPRQ�FKdQQHO�Ri�WKH�
VWRFN�PdUNHW�H[FKdQJH��$iWHU�WKLV�WUdQVdFWLRQ��
the�¿rm�has�to�keep�their�listing�on�the�stock�
exchange.� Only� ¿rms� conducting� their� ¿rst�
private� placement� were� selected,� or� ¿rms�
ZKLFK�KdYH�QRW�FRQGXFWHG�d�SULYdWH�SOdFHPHQW�
for�the�past�three�years.�Every�¿rm�only�occurs�
RQFH�LQ�WKH�WRWdO�VdPSOH��&RQVHtXHQWO\��HYHU\�

¿rm�is�checked�for�available�stock�price�data�
dW� WKH�&563�GdWdEdVH��$� WRWdO�iXOO� VdPSOH�Ri�
1,158�¿rms�is�found.�We�eliminate�¿rms�with�
d�VWRFN�SULFH�EHORZ�RQH�GROOdU�dW�WKH�WLPH�Ri�
LVVXH��EHFdXVH�WKHUH�LV�d�VWURQJ�OLQN�EHWZHHQ�
private� placements� and� ¿rms� in� distress).�
After� the� bubble� crash� in� 2000,� we� observe�
d� VXUJH�LQ�WKH�dPRXQW�Ri�SULYdWH�SOdFHPHQWV��
HVSHFLdOO\� dW� WLPHV� ZKHQ� WKH� VWRFN� SULFH� Ri�
¿rms�was�very�low.�Firms�with�negative�book�
HtXLW\�dUH�H[FOXGHG�iURP�WKH�VdPSOH�

From�the�full�sample�of�1,158�companies,�
428�companies�(37%)�have�issued�convertible�
W\SH� Ri� VHFXULWLHV� LQ� WKH� SULYdWH� SOdFHPHQW��
$V� PHQWLRQHG� EHiRUH�� FRQYHUWLEOH� VHFXULWLHV�
FdQ�KdYH�d�WHQGHQF\�WR�GLVWRUW�WKH�YdOLGLW\�Ri�
WKLV�UHVHdUFK�GXH�WR�WKHLU�PdQLSXOdWLYH�QdWXUH��
7KHUHiRUH�� LW� LV� LQiRUPdWLYH� WR� VWdUW� WR� ORRN�
at� the� full� data� sample� ¿rst.�Afterwards,� the�
GLiiHUHQFHV�EHWZHHQ�WKH�WZR�GLVWLQFWLYH�W\SHV�
of� security�with� their� inÀuences� on� the� data�
sample�are�veri¿ed.�

The� majority� of� ¿rms� in� the� full� sample�
������ FRQGXFWLQJ� SULYdWH� SOdFHPHQWV� dUH�
NASDAQ�¿rms.�Furthermore,�from�the�total�
sample�of�the�period�1996-2005,�83.9%�(971�
¿rms)�made�a�private�placement�after�the�year�
2000.�These�percentages�are�not�substantially�
GLiiHUHQW� LQ� FRQYHUWLEOH� dQG� FRPPRQ� HtXLW\�
issuing�¿rms.�The�average�amount�of�proceeds�
iRU�WKH�WRWdO�VdPSOH�LV��������PLOOLRQ��ZLWK�d�
median�of�$12.00�million.�The�average�market�
value� is� $466.24� million� (median:� $92.10�
PLOOLRQ���dQG�WKH�dYHUdJH�ERRN�WR�PdUNHW�UdWLR�
is�0.37� (median:�0.27).�So,�¿rms�which� take�
SdUW� LQ� SULYdWH� SOdFHPHQWV� dUH� UdWKHU� VPdOO��
low�book-to-market� ¿rms.�The� low�medians�
VKRZ� WKdW� WKH� VdPSOH� LV� VNHZHG� WR� HYHQ�
smaller,�lower�book-to-market�¿rms.
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7KH� VXE�VdPSOH� Ri� SULYdWH�SOdFHPHQWV� E\�
FRQYHUWLEOHV�KdV�HYHQ�d�VPdOOHU�dYHUdJH�PdUNHW�
value.�However,� the� average� book-to-market�
UdWLR�Ri�WKLV�VdPSOH�LV�KLJKHU�WKdQ�WKH�dYHUdJH�
ERRN�WR�PdUNHW�UdWLR�Ri�WKH�WRWdO�VdPSOH��7KH�
dYHUdJH� dPRXQW� Ri� SURFHHGV� LV� WKH� KLJKHVW�
LQ� WKH� VXE�VdPSOH� Ri� FRQYHUWLEOHV� dV� ZHOO��
HPSKdVL]LQJ� WKdW� WKHVH� dUH� LQGHHG� WKH� W\SH�
of� ¿rms�which� need� large� capital� injections.�
However,� having� the� lowest� median� shows�

WKdW�WKH�YdULdQFH�LQ�WKLV�VdPSOH�LV�UdWKHU�ELJ��
and� that� the�majority� of� ¿rms� have� relative�
VPdOO�FdSLWdO�LQmHFWLRQV��

7dEOH� �� VKRZV� WKdW� d� PdmRU� SdUW� Ri� WKH�
SULYdWH�SOdFHPHQWV�dUH�LQ�WKH�KLJK�WHFKQRORJ\�
LQGXVWULHV� dQG� LQ� WKH� KHdOWKFdUH� RULHQWdWHG�
industries.�There� is�no� signi¿cant�distinction�
EHWZHHQ� WKH� UHOdWLYH�QXPEHU�Ri� WKH�FRPPRQ�
HtXLW\� LVVXLQJ� FRPSdQLHV� dQG� FRQYHUWLEOH�
LVVXLQJ�FRPSdQLHV�LQ�HdFK�LQGXVWU\�

7DEoH����6DpSoH�FKDuDFwHulVwlFV�RI�SulYDwH�SoDFHpHQwV

1R��

REV
�

0DuNHw�YDoXH�

�ploolRQV�86��

%RRN�wR�pDuNHw�

uDwlR�

$YHuDJH�DpRXQw��

RI�SuRFHHgV��

�ploolRQV�86��

0HDQ 0HglDQ 0HDQ 0HglDQ 0HDQ 0HglDQ

)Xoo�VDpSoH 1158 100 ������ 92.10 0.37 0.28 ����� 12.00
6XE�VDpSoH� E\�

FRppRQ� HTXlw\�

lVVXH

730 �� ������ 111.48 0.32 0.21 28.38 12.60

6XE�VDpSoH� E\�

FRQYHuwlEoHV�lVVXH
428 �� ������ 53.08 0.48 0.41 ����� 11.00

7DEoH����,QgXVwu\�glVwulEXwlRQ�RI�SulYDwH�SoDFHpHQwV

,QgXVwu\

�
6HFXulw\�w\SH 7RwDo

�&RppRQ�HTXlw\ &RQYHuwlEoHV

&RQVXPHU�3URGXFWV�dQG�6HUYLFHV �� �� ��
&RQVXPHU�6WdSOHV �� �
(QHUJ\�dQG�3RZHU �� �� 84
%LRWHFKQRORJ\ �� �� 85
3KdUPdFHXWLFdOV 85 �� ���
Other�Healthcare 90 �� ���
High�Technology 189 ��� ���
,QGXVWULdOV �� �� ��
0dWHULdOV �� �� 50
0HGLd�dQG�(QWHUWdLQPHQW �� 20 ��
5HWdLO �� �� ��
7HOHFRPPXQLFdWLRQV �� �� 83

7RwDo 730 428 1158
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3.2�Methodology
,Q� RUGHU� WR� WHVW� WKH� UHVHdUFK� K\SRWKHVHV��

dQ� HYHQW� VWXG\� LV� XVHG�� 7KH� dQQRXQFHPHQW�
HiiHFW� LV�PHdVXUHG�E\� WKH� GLVFRXQW�dGmXVWHG�
dEQRUPdO� VWRFN� UHWXUQ� �$5dGm��PHWKRG��7KLV�
PHWKRG�LV�ZHOO�HVWdEOLVKHG��dQG�dOVR�XVHG�E\�
Hertzel�and�Smith�(1993)�for�measuring�the�
dQQRXQFHPHQW�HiiHFWV�iRU�SULYdWH�SOdFHPHQWV��
The�stock�returns�of�the�¿rms�in�our�sample�
dUH� FRPSdUHG� WR� d� EHQFKPdUN� SRUWiROLR� Ri�
¿rms�with�the�same�size�and�book-to-market�
FKdUdFWHULVWLFV�� 7KLV� dEQRUPdO� UHWXUQ�� WKH�
VWRFN� UHWXUQ� GLiiHUHQFH� EHWZHHQ� WKH� VdPSOH�
dQG� WKH� EHQFKPdUN�� ZLOO� WKHQ� EH� dGmXVWHG�
iRU� WKH� GLVFRXQW�SURYLGHG� LQ� WKH�SOdFHPHQW��
An� interval� of� seven� days� (-7� to� 0)�will� be�
suf¿cient�for�measuring�the�short-term�stock�
UHWXUQV��7R�FKHFN�iRU�UREXVWQHVV��ZH�LQFOXGH�
three�other�event�windows:�(-13�to�0),�(-3�to�
0)�and�(-1�to�+7),�also�used�by�Wruck�(1989)�
and�Hertzel�and�Smith�(1993).

7KH� $5dGm� PHWKRG�� dFFRUGLQJ� WR� %UdGOH\�
dQG� :dkeman� (1983),� is� described� by� the�
iRUPXOd��

0�
� �

E
DGM

E

3 3
$5 $5

3

α
α α

 − = +   − −  

where�AR�is�the�abnormal�stock�return,�α�is�
WKH�UdWLR�Ri�VKdUHV�SOdFHG�WR�VKdUHV�RXWVWdQGLQJ�
diWHU� WKH� SOdFHPHQW�� 3E� LV� WKH� PdUNHW� SULFH�
EHiRUH�WKH�HYHQW�ZLQGRZ�dQG�3R�LV�WKH�VHOOLQJ�
SULFH�Ri�WKH�SOdFHPHQW��7KH�VHOOLQJ�SULFH�Ri�d�
FRQYHUWLEOH�LV�FdOFXOdWHG�E\�GLYLGLQJ�WKH�WRWdO�
VHOOLQJ�SULFH�E\�WKH�WRWdO�dPRXQW�Ri�LPSOLFdWHG�
VKdUHV�VROG�

)RU�FdOFXOdWLQJ�WKH�GLVFRXQW��WKH�iROORZLQJ�
iRUPXOd�LV�XVHG��

3U
�� 3U

3U
�

��

LFH DW DQQRXQFHPHQW GD\
'LVFRXQW

GD\V 3ODFHPHQW LFH

LFH DW DQQRXQFHPHQW GD\

GD\V

 
=  + − 

 
 + 

� 7KH� ORQJ�WHUP� HiiHFWV� ZLOO� EH� H[dPLQHG�
E\�PHdVXULQJ� WKH� ORQJ�WHUP�dEQRUPdO� UHWXUQ�
WKURXJK�WKH�FdOHQGdU�WLPH�SRUWiROLR�dSSURdFK�
advocated�by�Fama�(1998).�The�calendar-time�
SRUWiROLR� dSSURdFK� LPSOLHV� WKdW� dOO� SULYdWH�
equity� issuing� ¿rms� from� three� years� hence�
dUH� SXW� LQWR� d� SRUWiROLR� dQG� PdWFKHG� WR� d�
EHQFKPdUN�iRU�HYHU\�PRQWK�LQ�WKH�WLPH�VSdQ��
,Q�WKLV�Zd\�WKH�FURVV�VHFWLRQdO�GHSHQGHQFH�Ri�
WKH� dEQRUPdO� UHWXUQV� LV� WdNHQ� LQWR� dFFRXQW��
The�stock�returns�of�the�¿rms�which�take�part�
LQ�d�SULYdWH�SOdFHPHQW�dUH�SXW�LQ�dQ�PRQWKO\�
SRUWiROLR�diWHU�WKHLU�SULYdWH�SOdFHPHQW�iRU�WKUHH�
\HdUV� RU�XQWLO� WKH\� GHOLVW��$� WKUHH�\HdU� WLPH�
iUdPH�diWHU�WKH�SULYdWH�SOdFHPHQW�LV� VXLWdEOH��
EHFdXVH�dFFRUGLQJ�WR�WKH�6(&�UXOHV��d�SULYdWH�
SOdFHPHQW� FdQ�EH� WUdGHG�ZLWKRXW� UHVWULFWLRQV�
diWHU�d�KROGLQJ�SHULRG�Ri�WKUHH�\HdUV��

7KH� idFWRUV� Ri� VL]H� dQG� ERRN�WR�PdUNHW�
UdWLR� dUH� WdNHQ� LQWR� dFFRXQW� WR� LQFUHdVH� WKH�
H[SOdQdWRU\� SRZHU� Ri� WKH� UHJUHVVLRQ� �)dPd�
and� French,� 1993).� Small� ¿rms� experience�
VWURQJHU� HiiHFWV� �LQ� ERWK� Zd\V�� Ri� d� SULYdWH�
placement.� A� ¿rm� with� a� lower� book-to-
PdUNHW� UdWLR� LV�PRUH� OLNHO\� WR� XQGHUSHUiRUP�
diWHU� d� SULYdWH� SOdFHPHQW��7KH� FdOHQGdU�WLPH�
SRUWiROLR�LV�WKHQ�UHJUHVVHG�E\��

ZKHUH�5SW�LV�SRUWiROLR�UHWXUQ�iRU�WKH�PRQWK��
5IW�LV�WKH�ULVN�iUHH�UdWH��5PW�±�5IW�LV�WKH�H[FHVV�
UHWXUQ� iRU� WKH� PdUNHW�� 60%� dSSHdOV� WR� WKH�
size� difference� and� HML� to� the� difference�
in�book-to-market� ratio.�The�intercept�α�will�

��KWWS���PEd�WXFN�GdUWPRXWK�HGX�SdJHV�idFXOW\�NHQ�iUHQFK�GdWdBOLEUdU\�KWPO
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WKHQ�LQGLFdWH�WKH�dEQRUPdO�SHUiRUPdQFH�Ri�WKH�
VWRFN� �)dPd� dQG� )UHQFK�� ������� 7KH� idFWRUV�
dUH�WdNHQ�iURP�WKH�ZHEVLWH�Ri�.HQQHWK�)UHQFK���

However,�the�three-factor�model�is�not�fully�
FdSdEOH�LQ�GHVFULELQJ�WKH�dEQRUPdO�UHWXUQV�iRU�
low�size,�low�book-to-market�¿rms�(Mitchell�
and� Stafford,� 2000).�Therefore�we� construct�
benchmark� portfolios� of� non-event� ¿rms�
ZKLFK�KdYH�WKH�VdPH�dYHUdJH�VL]H�dQG�ERRN�
to-market�ratio�as�our�samples.�Our�portfolio�
intercept�α�is�then�corrected�by�the�benchmark�
intercept� αb.� After� this,� a� new� t-statistic� is�
FdOFXOdWHG�dFFRUGLQJ�WR�WKH�iROORZLQJ�iRUPXOd�

( ) VEW �αα −=

LQ�ZKLFK�V�is�the�standard�error�from�α.�This�
ZLOO�UHVXOW� LQ�dQ�DGMXVWHG�α,�which�describes�
PRUH� dFFXUdWHO\� WKH�dEQRUPdO� UHWXUQV�Ri� RXU�
portfolios.� This� is� con¿rmed� by� the� study�
of� Ferreira� and� Brooks� (2006),� who� ¿nd�
evidence� that� the� adjusted� α� is� better� able�
WR� GHVFULEH� dFFXUdWHO\� dEQRUPdO� UHWXUQV� iRU�
private�placements�than�the�normal�α.

7KH� SRUWiROLRV� WKdW� EHORQJ� WR� WKH� VdPSOH�
Ri�SULYdWH�SOdFHPHQWV�E\�FRPPRQ�HtXLW\�dUH�
iXUWKHU� VSOLW� LQWR� VXE�VdPSOHV� dFFRUGLQJ� WR�
WKH� dYHUdJH� LQWdQJLEOH� dVVHW�WRWdO� dVVHW� UdWLR�
LQ�HdFK�LQGXVWU\��7KHVH�UdWLRV�dUH�WdNHQ�iURP�
Nelson� (2006).� The� top� industries� measured�
E\�LQWdQJLEOH�dVVHW�WRWdO�dVVHW�UdWLR�PHdVXUHG�
E\�5HVHdUFK�	�'HYHORSPHQW�FRVWV��dFFRUGLQJ�
to� Nelson� (2006),� are� the� Pharmaceutical/
%LRWHFKQRORJ\�LQGXVWU\��WKH�6RiWZdUH�LQGXVWU\�
dQG� WKH� (OHFWURQLF� HtXLSPHQW� LQGXVWU\�� :H�
PdNH� WZR� SRUWiROLRV� iRU� KLJK� 5	'� UdWLR�
LQGXVWULHV��RQH�FRQWdLQLQJ�WKH�%LRWHFKQRORJ\�
3KdUPdFHXWLFdO� LQGXVWULHV�� dQG� WKH� RWKHU�
SRUWiROLR� FRQWdLQLQJ� WKH� 6RiWZdUH� LQGXVWU\��
:H�H[SHFW�WR�VHH�YdULdWLRQV�EHFdXVH�EXVLQHVV�
models� for� ¿rms� in� the� biotechnology/

SKdUPdFHXWLFdO� LQGXVWU\� dQG� VRiWZdUH�
industry� (dotcom�¿rms)� are�highly�different.�
:H�dOVR�FUHdWH�d�SRUWiROLR�iURP�LQGXVWULHV�ZLWK�
WKH�KLJKHVW�dYHUdJH�dGYHUWLVHPHQW�dVVHWV��WKH�
KLJK� dGYHUWLVHPHQW� SRUWiROLR�� FRQVLVWLQJ� Ri�
WKH�(QWHUWdLQPHQW�LQGXVWU\�dQG�WKH�&RQVXPHU�
UHWdLO� LQGXVWULHV�� 6RPH� Ri� WKH� LQGXVWULHV�
ZLWK� WKH� ORZHVW� UdWLRV� dUH� WKH� &RPPRGLWLHV�
industry,� the� Oil� and� Gas� industry� and� the�
0dWHULdO�LQGXVWU\��$OO�WKHVH�LQGXVWULHV�iRUP�dQ�
µROG�HFRQRP\¶�SRUWiROLR��

)LQdOO\�� RXU� UHJUHVVLRQV� dUH� OLQNHG� WR�
RWKHU� GdWd�� OLNH� WKH� GLVFRXQW� JLYHQ� WR� WKH�
SULYdWH� LQYHVWRU� EHWZHHQ� LQGXVWULHV��$QRWKHU�
interesting�factor�to�explore�is�the�inÀuence�of�
the� stock�bubble�crash�in�the�¿eld�of�private�
SOdFHPHQWV�� 7KLV� µQHZ� HFRQRP\¶� FUdVK� Ri�
2000� is� an� important� consideration� to� take�
LQWR�dFFRXQW��,W�ZLOO�KdYH�LPSOLFdWLRQV�iRU�WKH�
VHFRQG� K\SRWKHVLV�� dV� WKH� KLJK� WHFKQRORJ\�
VWRFNV� KdYH� VXiiHUHG� WHUULEO\� EHFdXVH� Ri�
this� crash.� However,� the� high� technology�
FRPSdQLHV�ZLWK�SRWHQWLdOV�ZHUH�WKH�RQHV�ZKR�
FRXOG� WdNH�SdUW�LQ�d�SULYdWH�SOdFHPHQW�dW� WKH�
WLPH�� 7KHUHiRUH�� WKH� LQiRUPdWLRQ� dV\PPHWU\�
effect�is�more�likely�to�strengthen�from�2000�
RQZdUG�

���(pSlulFDo�)lQglQJV

4.1.� Stock� performance� after� private�
placements�by�issue�characteristics

��6KRUW�WHUP�HIIHFWV�DQG�GLVFRXQWV

7KH� VKRUW�WHUP� HiiHFWV� dUH� PHdVXUHG�
E\� WKH� GLVFRXQW� dGmXVWHG� dEQRUPdO� UHWXUQ�
PHWKRG��$V� FdQ� EH� VHHQ� iURP�7dEOH� ��� WKH�
dQQRXQFHPHQW�dEQRUPdO�UHWXUQV�dUH�SRVLWLYH��
but� not� very� big.� Only� the� sample� by�
convertibles�has�some�signi¿cant�substantial�
dQQRXQFHPHQW� HiiHFWV�� FRQVLGHUdEO\� ZKHQ�
dGmXVWHG�iRU�WKH�GLVFRXQW��,W�LV�FOHdU�WKdW�WKH�
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FRPSdQLHV� ZKLFK� LVVXH� SULYdWH� SOdFHPHQWV�
ZLWK� FRQYHUWLEOHV� KdYH� WKH� VWURQJHVW�
UHdFWLRQ��dOVR�EHFdXVH�Ri�WKH�KLJKHU�UHOdWLYH�
GLVFRXQW� dQG� WKH� KLJKHU� dYHUdJH� UdWLR� Ri�
VKdUHV�SOdFHG��7KLV�LV�SUREdEO\�WKH�HiiHFW�Ri�
WKH�UHOdWLYH�VPdOOHU�VL]H�Ri�WKHVH�FRPSdQLHV��
dQG� WKH� KLJKHU� ERRN�WR�PdUNHW� UdWLRV�� ,Q�
short,� these� are� possibly� ¿rms� in� ¿nancial�
GLVWUHVV�� dQG� H[SHULHQFH� d� VXUJH� LQ� VWRFN�
SULFH�ZKHQ�WKLV�VWdWH�Ri�EHLQJ�LV�PRPHQWdULO\�
relieved�by�the�arrival�of�external�¿nancing.�
)XUWKHUPRUH��LW�LV�QRWHG�WKdW�WKHVH�FRPSdQLHV�
KdYH� d� KLJKHU� GLVFRXQW� WKdQ� WKH� VdPSOH� E\�
FRPPRQ�HtXLW\��$�SRVVLEOH�H[SOdQdWLRQ� iRU�
WKLV�LV� WKH�FRPSHQVdWLRQ� iRU�WKH�KLJKHU� ULVN�
SHUFHLYHG��HYHQ�PRUH�VR�EHFdXVH�WKH�dYHUdJH�
UdWLR� Ri� VKdUHV� SOdFHG� LV� UHOdWLYHO\� KLJKHU��
5HJdUGLQJ� WKH� VdPSOH� E\� FRPPRQ� HtXLW\��
WKH� dEQRUPdO� UHWXUQ� LV� QHJOLJLEOH�� ZKLFK�
LV� UdWKHU� LQ� FRQWUdVW� WR� WKH� XQGHUYdOXdWLRQ�
VLJQdO� WKHRU\�� 8QGHUUHdFWLRQ� LQ� WKH�PdUNHW�
FdQ�EH�d�SOdXVLEOH�UHdVRQ�iRU�WKLV��KRZHYHU��

WKH�VdPSOH�E\�FRQYHUWLEOHV�GRHV�QRW�JR�dORQJ�
ZLWK�WKLV�OLQH�Ri�UHdVRQLQJ��

7KHVH� SRVLWLYH� VKRUW�WHUP� HiiHFWV� KdYH�
been�found�by�Wruck�(1989)�and�Hertzel�and�
6PLWK� �������� 7KH� UREXVWQHVV� FKHFN� VKRZV�
WKdW� WKHUH� LV� d� WHQGHQF\� iRU� WKH� VdPSOH� E\�
FRPPRQ�HtXLW\�WR�KdYH�dQ�LQFUHdVLQJ�SRVLWLYH�
dQQRXQFHPHQW�HiiHFW�Li�WKH�WLPHiUdPH�LV�VKLiWHG�
after�the�announcement.�However,�this�pattern�
LV�QRW�REVHUYHG�LQ�WKH�VdPSOH�E\�FRQYHUWLEOHV��
%HVLGHV�WKH�idFWRU�Ri�XQGHUUHdFWLRQ��ZH�WKLQN�
WKLV�LV�GXH�WR�WKH�idFW�WKdW�PRUH�GLiiHUHQW�NLQGV�
of� companies� (i.e.� more� ¿nancial� distressed�
¿rms)� take� part� in� convertibles� than� ¿rms�
LVVXLQJ�FRPPRQ�HtXLW\��$OVR��WKH�QdWXUH�Ri�WKH�
WUdQVdFWLRQ�FRXOG�KdYH�EHHQ�QRW�FOHdU�EHiRUH�WKH�
dQQRXQFHPHQW��EXW�ZKHQ�LW�EHFdPH�SXEOLF��WKH�
QHJdWLYH� ORQJ�WHUP�VWRFN�SHUiRUPdQFH�Ri� WKH�
SULYdWH� SOdFHPHQWV� ZLWK� FRQYHUWLEOHV� YHUVXV�
WKH� SRVLWLYH� ORQJ�WHUP� VWRFN� SHUiRUPdQFH� Ri�
common� equity� can� be� the� inÀuence� of� this�
SdWWHUQ�

7DEoH����$QQRXQFHpHQw�HIIHFwV�RI�SulYDwH�SoDFHpHQwV�E\�lVVXH�w\SH

%\�XVLQJ�WKH�GLVFRXQW�dGmXVWHG�dEQRUPdO�VWRFN�UHWXUQ��$5dGm��PHWKRG��ZH�LGHQWLi\�WKH�dQQRXQFHPHQW�HiiHFWV�
iURP�SULYdWH�SOdFHPHQWV�LQ�RXU�VdPSOH��7KH�iRUPXOd�XVHG�iRU�FdOFXOdWLQJ�WKH�dQQRXQFHPHQW�HiiHFW�LV�$5dGm� ������
α))AR+(α/(1-α))((Pb-Po)/Pb),�in�which�AR�is�the�abnormal�stock�return,�α�is�the�ratio�of�shares�placed�to�shares�
RXWVWdQGLQJ�diWHU� WKH�SOdFHPHQW��3E� LV� WKH�PdUNHW�SULFH�EHiRUH� WKH�HYHQW�ZLQGRZ�dQG�3R� LV� WKH� VHOOLQJ�SULFH�Ri�
WKH�SOdFHPHQW��)RU�FdOFXOdWLQJ�WKH�GLVFRXQW�WKH�iRUPXOd�XVHG��'LVFRXQW� ��3ULFH�dW�dQQRXQFHPHQW�Gd\����Gd\V�
�� 3OdFHPHQW�SULFH���3ULFH�dW� dQQRXQFHPHQW�Gd\����Gd\V���:H�PdNH�d�GLVWLQFWLRQ� LQ�VHFXULW\� W\SH�� iURP�ZKLFK�
sub-samples�are�formed.��We�use�four�event�windows:�(-13,�0),�(-7,�0),�(-3,�0),�and�(-1,�7).�The�abnormal�return�is�
signi¿cant�when�marked�by�*�(at�the�5%�level).

$YHuDJH�

glVFRXQw�

���

$YHuDJH�

uDwlR�RI�

VKDuH�

SoDFHg

$QQRXQFHpHQw�SHulRg�

DEQRupDo�uHwXuQ����

'lVFRXQw�DgMXVwHg�DEQRupDo�

uHwXuQ����

����� ���� ���� ���� ����� ���� ���� ����

)XOO�VdPSOH 9.04% 0.09 1.28% 1.40% ����� 1.89% 2.30% ����� ����� �����
6XE�VdPSOH� E\�
FRPPRQ�HtXLW\

6.07% 0.07 0.52% 0.62% 0.47% 1.82% 1.02% ����� 0.96% �����

6XE�VdPSOH� E\�
FRQYHUWLEOHV

14.09% 0.12 2.58% ����� ����� 2.01% ����� 3.87% ����� �����
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��/RQJ�WHUP�HIIHFWV�LVVXH�W\SHV

)RU�PHdVXULQJ�WKH�ORQJ�WHUP�SHUiRUPdQFH�
iRU� WKHVH� VdPSOHV�� WKH� )dPd� )UHQFK� WKUHH�
factor� model� is� used.� However,� because�
WKLV� PRGHO� LV� QRW� iXOO\� FdSdEOH� WR� GHVFULEH�
WKH� QXOO� K\SRWKHVLV� iRU� VPdOO�� ORZ� ERRN�WR�
market� ¿rms� (Mitchell� and� Stafford,� 2000),�
ZH� FRQGXFW� d� EHQFKPdUN� SRUWiROLR� Ri� QRQ�

event� ¿rms�with� the� same�size�and� book-to-
market�ratio,�then�the�intercept,�α,�is�adjusted�
ZLWK�WKH�H[SHFWHG�LQWHUFHSW�Ri�WKH�EHQFKPdUN�
SRUWiROLR�.�Portfolio�months�with�less�than�10�
REVHUYdWLRQV�ZHUH�RPLWWHG�iURP�WKH�UHJUHVVLRQ��
LQ� RUGHU� WR� PLWLJdWH� WKH� KHWHURNHGdVWLFLW\�
SUREOHP� dGGUHVVHG� E\�0LWFKHOO� dQG� 6WdiiRUG�
(2000).

7DEoH����/RQJ�wHup�HIIHFwV�RI�SulYDwH�SoDFHpHQwV�E\�lVVXH�w\SH

,Q�3dQHO�$�dUH�WKH�UHVXOWV�ZKHQ�WKH�SRUWiROLRV�dUH�YdOXH�ZHLJKWHG��,Q�3dQHO�%�dUH�WKH�UHVXOWV�ZKHQ�WKH�SRUWiROLRV�
are�equally�weighted.�The�t-statistic�is�signi¿cantly�different�from�zero�at�the�5%�level,�marked�by�

3DQHo�$��9DoXH�:HlJKw

α��w�VwDwlVwlF�
$gMXVwHg�α�
�W�VWdWLVWLF�

$gMXVwHg�5��

�1�

,pSolHg�wKuHH�\HDu�

DgMXVwHg�$5����

)Xoo�VDpSoH 0.524�(0.928) 0.432�(0.765) 0.638�(108) ������

6DpSoH�E\�FRppRQ�HTXlw\ 1.262�(2.290) 1.144�(2.076) 0.610�(108) 41.18%

6DpSoH�E\�FRQYHuwlEoHV -0.883�(-0.959)
-0.925�
(-1.004)

0.524�(108) -33.30%

3DQHo�%��(TXDo�:HlJKw

α��w�VwDwlVwlF�
$gMXVwHg�α�
�W�VWdWLVWLF�

$gMXVwHg�5��

�1�

,pSolHg�wKuHH�\HDu�

DgMXVwHg�$5����

)Xoo�VDpSoH 0.803�(1.211) 0.755�(1.013) 0.591�(108) 27.18%

6DpSoH�E\�FRppRQ�HTXlw\ 1.115�(1.487) 1.076�(1.435) 0.572�(108) 38.74%

6DpSoH�E\�FRQYHuwlEoHV -0.712�(-0.733)
-0.760�
(-0.783)

0.502�(108) �������

��7KH�VdPSOH�Ri�FRPPRQ�HtXLW\�KdV�d�GLiiHUHQW�EHQFKPdUN�WKdQ�WKH�RWKHUV�

$V� FdQ� EH� VHHQ� iURP�7dEOH� ��� WKHUH� LV� d�
VXEVWdQWLdO� GLiiHUHQFH� LQ� ORQJ�WHUP� VWRFN�
SHUiRUPdQFH� EHWZHHQ� FRPSdQLHV� ZKLFK�
FRQGXFWHG� SULYdWH� SOdFHPHQWV� ZLWK� FRPPRQ�
HtXLW\� dQG� FRPSdQLHV� ZKLFK� FRQGXFWHG�
SULYdWH� SOdFHPHQWV� ZLWK� FRQYHUWLEOHV��
However,�only�the�value�weighted�sample�by�

common� equity� shows� a� signi¿cant� adjusted�
α� of� 1.144,� with� signi¿cance� level� at� 5%�
(t-statistic� =� 2.076).� This� implies� a� three-
year� average� abnormal� return� of� 41.18%.�
7KH�HtXdO�ZHLJKWHG�dEQRUPdO�UHWXUQ� iRU�WKLV�
sample� is� not� signi¿cant,� so� it� appears� that�
the�bigger�¿rms�are�more�likely�to�outperform�



5(6($5&+�21�(&2120,&�$1'�,17(*5$7,21

��(;7(51$/�(&2120,&6�5(9,(:1r�������������

$V� LQ�7dEOH���� WKH�QXPEHU� Ri� FRPSdQLHV�
iRU�HdFK� SRUWiROLR� LV� UHOdWLYHO\�VLPLOdU��ZLWK�
WKH�H[FHSWLRQ�Ri�WKH�dGYHUWLVHPHQW�SRUWiROLR��
)RU� FdOFXOdWLQJ� WKH� LQWdQJLEOH� dVVHW�WRWdO�

dVVHW� UdWLR��RQO\� WKH�dYdLOdEOH�GdWd�dW�&563�
LV� XVHG�� 1R� GdWd� ZdV� dYdLOdEOH� iRU� dURXQG�
50%�of� the�¿rms� of� this� sample.�The�High�
5	'�SRUWiROLR� FRQVLVWLQJ� Ri�%LRWHFKQRORJ\�

than�the�smaller�¿rms.�It�is�noted�that�the�full�
VdPSOH�GRHV�QRW�VKRZ�WKH�QHJdWLYH�dEQRUPdO�
SHUiRUPdQFH�GRFXPHQWHG�E\�SUHYLRXV�VWXGLHV��
Overall,� there� is� a� tendency� of� the� common�
HtXLW\� VdPSOH� WR� RXWSHUiRUP� �FRQVLVWHQW�
with�our�Hypothesis�1).�This� is�line�with�the�
H[SHFWdWLRQV��dQG�iROORZV�WKH�LPSOLFdWLRQV�Ri�
FRQYHUWLEOHV� LQ� SULYdWH� SOdFHPHQWV� iURP� WKH�
study�by�Hillion�and�Vermaelen�(2004).�

4.2.� Stock� performance� after� private�
placements�by�industry�characteristics

��,QGXVWU\�FKDUDFWHULVWLFV

:H�SdUWLWLRQ�WKH�VdPSOH�LQ�GLiiHUHQW�LQGXVWU\�
JURXSV�� dFFRUGLQJ� WR� WKH� dYHUdJH� LQWdQJLEOH�
dVVHWV�UHOdWLYH�WR�WRWdO�dVVHWV�LQ�HdFK�LQGXVWU\��
We�form�four�kind�of�speci¿c�portfolios:�two�
µKLJK�5	'¶� SRUWiROLRV�� RQH� µdGYHUWLVHPHQW¶�
SRUWiROLR�� dQG� RQH� µROG� HFRQRP\� SRUWiROLR¶��
%HFdXVH�QRW�dOO�FRPSdQLHV�Ri�WKH�WRWdO�FRPPRQ�
HtXLW\� VdPSOH� EHORQJ� WR� RQH� Ri� WKHVH� iRXU�
groups,�we�form�the�¿fth�portfolio�consisting�
of� the� rest� of� the� ¿rms.� Table� 5� shows� the�
GLiiHUHQW�LQGXVWU\�JURXSV�LQ�HdFK�SRUWiROLR�

7DEoH����6DpSoH�RI�3ulYDwH�3oDFHpHQwV�E\�,QgXVwu\�&KDuDFwHulVwlFV

3RuwIRolR ,QgXVwu\�JuRXS�V� 1

$YHuDJH�

lQwDQJlEoH�

DVVHwV�

��7RwDo�

DVVHwV

0DuNHw�9DoXH

�ploolRQV�86��

%RRN�wR�

0DuNHw

0HDQ 0HglDQ 0HDQ 0HglDQ

+lJK�5	'�

+HDowKFDuH

%LRWHFKQRORJ\�
3KdUPdFHXWLFdOV� ��� 0.36 378.62 168.43 0.23 0.19

+lJK�5	'�

6RIwZDuH
High�Technology 189 0.33 267.18 ����� 0.28 0.21

$gYHuwlVHpHQw

0HGLd�
	(QWHUWdLQPHQW

5HWdLO
&RQVXPHU�6WdSOHV

�� 0.24 ������ 109.76 0.24 0.20

2og�(FRQRp\

(QHUJ\�	�3RZHU
,QGXVWULdOV
0dWHULdOV

��� 0.13 ������ 182.63 0.44 0.37

5HVLGXdO

&RQVXPHU�3URGXFWV�
	�6HUYLFHV

Other�healthcare
7HOHFRPPXQLFdWLRQV

��� 0.18 599.83 ������ 0.33 0.27

7RWdO 730 0.25 ������ 111.48 0.32 0.21
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and� Pharmaceutical� ¿rms� has� the� highest�
LQWdQJLEOH� dVVHW�WRWdO� dVVHW� UdWLR� Ri� �����
$OVR�� LWV�ERRN�WR�PdUNHW�UdWLR�LV�WKH�ORZHVW��
7KH� ROG�HFRQRP\� SRUWiROLR� KdV� WKH� ORZHVW�
LQWdQJLEOH�dVVHW�WRWdO�dVVHW�UdWLR�Ri������7KLV�
SRUWiROLR� KdV� dOVR� WKH� KLJKHVW�PdUNHW� YdOXH�
dQG�WKH�KLJKHVW�ERRN�WR�PdUNHW�UdWLRV�

��6KRUW�WHUP�LQGXVWU\�HIIHFWV�DQG�GLVFRXQWV

7KH� GLiiHUHQW� SRUWiROLRV� dUH� PHdVXUHG�
E\� WKH� GLVFRXQW� dGmXVWHG� dEQRUPdO� UHWXUQ�
PHWKRG��$V�7dEOH���VKRZV��WKH�dQQRXQFHPHQW�
HiiHFW� LQ� WKH� KLJK� LQWdQJLEOH� LQGXVWULHV� LV�
(sometimes)� signi¿cantly� positive,� while�
LQ� WKH� ROG� HFRQRP\� LW� LV� VOLJKWO\� QHJdWLYH��
7KLV�LV�SRVVLEO\�GXH�WR�WKH�idFW�WKdW�WKH�KLJK�
LQWdQJLEOH� LQGXVWULHV� dUH� PRUH� YROdWLOH� dQG�
WKHUHiRUH� PRUH� OLNHO\� WR� KdYH� d� VWURQJHU�
HiiHFW� RQ� dQ\� dQQRXQFHPHQW�� 7KH� dYHUdJH�
UdWLR� Ri� VKdUHV� SOdFHG� LV� dOVR� WKH�KLJKHVW� LQ�
the� High� R&D� portfolios.� The� discount� is�

WKH� KLJKHVW� RQ� dYHUdJH� LQ� WKH� ROG� HFRQRP\�
SRUWiROLR��ZKLFK�FdQ�EH�GXH�WR�HQWUHQFKPHQW�
enabling�compensations.�However,�it�is�also�
OLNHO\�WKdW�EHFdXVH�Ri�WKH�VPdOOHU�LPSdFW�WKH�
SULYdWH� SOdFHPHQWV� KdYH� RQ� WKHVH� SRUWiROLR�
LQGXVWULHV�� dQG� WKHUHiRUH� LQYHVWRUV� QHHG� dQ�
H[WUd� FRPSHQVdWLRQ� LQ� UHOdWLRQ� WR� WKH� ORZHU�
UHOdWLYH�dPRXQW�Ri�YROdWLOLW\�Li�ZH�ORRN�dW�WKH�
RWKHU�SRUWiROLRV��

&RQVLGHULQJ�WKH�WRWdO�SdWWHUQ�iRU�GLiiHUHQW�
HYHQW� ZLQGRZV�� WKH� HiiHFW� iRU� WKH� WZR�
High� R&D� portfolios� is� stronger� after�
WKH� dQQRXQFHPHQW�� ,Q� idFW�� WKLV� SdWWHUQ� LV�
REVHUYHG� iRU� WKH� RWKHU� SRUWiROLRV� dV� ZHOO�
�H[FHSW� iRU� WKH� dGYHUWLVHPHQW� SRUWiROLR��� ,Q�
WKLV�FdVH�� WKLV�PLJKW�EH�GXH� WR�WKH�idFWRU�Ri�
XQGHUUHdFWLRQ�� ,Q� JHQHUdO�� WKHVH� SRVLWLYH�
dQQRXQFHPHQW�HiiHFWV�dUH�LQ�FRQmXQFWLRQ�ZLWK�
the�¿ndings�of�Wruck�(1989)�and�Hertzel�and�
6PLWK��������

7DEoH����$QQRXQFHpHQw�HIIHFwV�RI�SulYDwH�SoDFHpHQwV�E\�lQgXVwu\

We�use� four� event�windows:� (-13,�0),� (-7,� 0),� (-3,�0),� and� (-1� ,7).�The�abnormal� return� is� signi¿cant�when�
PdUNHG�E\���dW�WKH����OHYHO��

3RuwIRolR

$YHuDJH�

glVFRXQw�

���

$YHuDJH�

uDwlR�RI�

VKDuH�

SoDFHg

$QQRXQFHpHQw�SHulRg�

DEQRupDo�uHwXuQ����

'lVFRXQw�DgMXVwHg�DEQRupDo�

uHwXuQ����

����� ���� ���� ���� ����� ���� ���� ����

High�R&D
Healthcare

����� 0.08 ����� 1.01% 1.40% ����� ����� ����� 1.84% 3.10%

High�R&D
6RiWZdUH

6.68% 0.10 ����� ����� ������ ����� 2.70% ����� ����� �����

$GYHUWLVHPHQW ����� 0.08 ����� 0.86% 1.01% 0.65% ����� 1.30% ����� 1.07%

Old�Economy ����� 0.06 -0.33% -0.65% -0.44% 0.34% -0.24% -0.11% -0.12% 0.94%

5HVLGXdO 4.78% 0.06 -0.85% -0.72% -0.73% ����� -0.60% -0.46% -0.47% �����

7RWdO 6.07% 0.07 0.52% 0.62% 0.47% 1.82% 1.02% ����� 0.96% �����
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Regarding� the� High� R&D� Software�
portfolio,�we�¿nd�an�adjusted�α�for�the�Value�
weighted� portfolio� of� 2.289� (t-statistic� =�
��������ZKLOH�iRU�WKH�(tXdO�ZHLJKWHG�SRUWiROLR�
an�adjusted�α�of�2.567�(t-statistic�=�1.997).�For�
WKLV�SRUWiROLR��WKH�WKUHH�\HdU�dGmXVWHG�dEQRUPdO�
average�returns�are�82.40%�and�92.41%.�For�

the� other� portfolios� we� ¿nd� no� signi¿cant�
UHVXOWV��7KH�ORZ�5��iRU�WKH�KLJK�dGYHUWLVHPHQW�
SRUWiROLR�dQG�HVSHFLdOO\�WKH�UHVLGXdO�SRUWiROLR�LV�
UHPdUNdEOH��$�UHdVRQ�iRU�WKH�ORZ�SRZHU�Ri�WKH�
VdPSOHV�FdQ�EH�WKH�idFW�WKdW�WKHVH�FRPSdQLHV�
dUH� KLJKO\� YROdWLOH�� dQG� WKH� RFFXUUHQFH� Ri�
WKH� EXEEOH� FUdVK� LQ� WKH� VdPSOH� \HdUV� ZKHQ�

��/RQJ�WHUP�LQGXVWU\�HIIHFWV

7KH� UHVXOWV� Ri� WKH� UHJUHVVLRQV� dUH� LQ�
Table�7.� It� documents� that� both�High�R&D�
SRUWiolios� are� signi¿cantly� outperforming�
the�stock�market.�The�High�R&D�Healthcare�
portfolio� has� an� adjusted� α� for� the� Value�

ZHLJKWHG� SRUWiROLR� Ri� ������ �W�VWdWLVWLF�  �
3.420)� and� an� adjusted� α� for� the� Equal�
weighted� portfolio� of� 2.306� (t-statistic� =�
3.068).� This� implies� substantial� three-year�
adjusted� abnormal�average� returns,� 100.62%�
and�83.02%�respectively.�

7DEoH����/RQJ�wHup�(IIHFwV�RI�3ulYDwH�3oDFHpHQwV�E\�,QgXVwu\

,Q�3dQHO�$�dUH�WKH�UHVXOWV�iRU�ZKHQ�WKH�SRUWiROLRV�dUH�YdOXH�ZHLJKWHG��,Q�3dQHO�%�dUH�WKH�UHVXOWV�iRU�ZKHQ�WKH�
portfolios�are�equally�weighted.�The�t-statistic�is�signi¿cantly�different�from�zero�at�the�5%�level,�marked�by�

3DQHo�$��9DoXH�ZHlJKw

3RuwIRolR α�(t-statistic) Adjusted�α�
�w�VwDwlVwlF�

$gMXVwHg�5��

�1�

,pSolHg�wKuHH�\HDu�

DgMXVwHg�$5����

+lJK�5	'�+HDowKFDuH 2.887�(3.533) 2.795�(3.420) 0.516�(94) 100.62%

+lJK�5	'6RIwZDuH 2.381�(2.511) 2.289�(2.414) 0.542�(95) 82.40%

$gYHuwlVHpHQw 0.192�(0.212) 0.100�(0.110) 0.417�(54) 3.60%

2og�(FRQRp\ -0.309�(-0.511) -0.183�(-0.303) 0.550�(98) ������

5HVlgXDo 1.388�(1.243) 1.270�(1.137) 0.362�(87) ������

7RwDo 1.262�(2.290) 1.144�(2.076) 0.610�(108) 41.18%

3DQHo�%��(TXDo�ZHlJKw

3RuwIRolR α�(t-statistic)
Adjusted�α�
�w�VwDwlVwlF�

$gMXVwHg�5��

�1�

,pSolHg�wKuHH�\HDu�

DgMXVwHg�$5����

+lJK�5	'�+HDowKFDuH ������������� 2.306�(3.068) 0.503�(94) 83.02%

+lJK�5	'�6RIwZDuH 2.615�(2.034) ������������� 0.559�(95) ������

$gYHuwlVHpHQw 0.351�(0.407) 0.303�(0.351) 0.431�(54) 10.91%

2og�(FRQRp\ 0.478�(0.776) 0.649�(1.054) 0.562�(98) ������

5HVlgXDo ������������� 1.504�(1.084) 0.267�(87) ������

7RwDo 1.115�(1.487) 1.076�(1.435) 0.572�(108) 38.74%
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7DEoH����/RQJ�wHup�HIIHFwV�E\�lVVXH�w\SH�EHIRuH�DQg�DIwHu�wKH�EXEEoH

7KLV�WdEOH�UHSRUWV�WKH�ORQJ�WHUP�dEQRUPdO�VWRFN�SHUiRUPdQFH�Ri�WKH�VdPSOH��dV�VSOLW�E\�LVVXH�W\SH��iRU�WKH�SUH�
bubble�crash�period�and�the�after-bubble�crash�period.��For�each�month,�we�form�portfolios�for�¿rms�which�issued�
HtXLW\�SULYdWHO\�ZLWKLQ�WKH�OdVW�WKUHH�\HdUV��9dOXH�ZHLJKWHG�UHWXUQV�dUH�VKRZQ�XQGHU�µ9:¶��(tXdO�ZHLJKWHG�UHWXUQV�
are�shown�under�‘EW’.�The�t-statistic�is�signi¿cantly�different�from�zero�at�5%�level,�marked�by�*.

3uH�%XEEoH�&uDVK

α�(t-statistic) Adjusted�α�(t-statistic) $gMXVwHg�5���1�

9: (: 9: (: 9: (:

)Xoo�VDpSoH
-0.477
(-0.474)

0.113�
(0.080)

-0.648
(-0.644)

0.080
(0.056)

0.479
����

0.459
����

6XE�VDpSoH�E\�

FRppRQ�HTXlw\

0.117
(0.125)

0.372
(0.261)

-0.522
(0.558)

0.051
(0.036)

0.465
����

0.444
����

6XE�VDpSoH�E\�

FRQYHuwlEoHV

������
(-1.580)

������
(-0.874)

������
��������

������
(-0.892)

0.439
����

0.418
����

$IwHu�%XEEoH�&uDVK

α�(t-statistic) Adjusted�α�(t-statistic) $gMXVwHg�5���1�

9: (: 9: (: 9: (:

)Xoo�VDpSoH
0.892
�������

1.044
�������

0.949
�������

0.498
(0.819)

0.798
����

0.805
����

6XE�VDpSoH�E\�

FRppRQ�HTXlw\

������
�������

������
(2.207)

�����
(3.077)

1.210
(2.017)

0.615
����

0.804
����

6XE�VDpSoH�E\�

FRQYHuwlEoHV

0.163�
(0.150)

-0.562
(-0.552)

0.220
(0.203)

-1.108
(-1.097)

0.564
����

0.580
����

WKHUH�ZdV�d� ORW�Ri� LUUdWLRQdOLW\�LQ�WKH�PdUNHW��
These�results�con¿rm�our�second�hypothesis,�
but� reject� our� third� hypothesis.� However,�
the� result� con¿rms� the� theoretical� model� of�
VLJQdOOLQJ� iURP� SULYdWH� SOdFHPHQWV�� dQG� WKH�
SRVLWLYH� HiiHFWV� SULYdWH� SOdFHPHQWV� FdQ� KdYH�
RQ� WKH�PLWLJdWLRQ�Ri� LQiRUPdWLRQ�dV\PPHWU\��
7KH�HQWUHQFKPHQW�WKHRU\��WKH�EdVLF�Ri�WKH�WKLUG�
hypothesis,�is�not�con¿rmed.

4.3�Impact�of�the�market�bubble

,W�LV�OLNHO\�WKdW�WKH�FRPSdQLHV�LQ�RXU�VdPSOHV�

are� severely� inÀuenced� by� the� occurrence� of�
WKH� VWRFN� PdUNHW� EXEEOH� dQG� LWV� FRQVHtXHQW�
FUdVK� LQ� WKH� VdPSOH� SHULRG��$V� FdQ� EH� VHHQ�
iURP� WKH� VXPPdU\� VWdWLVWLFV�� WKH� QXPEHU� Ri�
SULYdWH� SOdFHPHQWV� LQFUHdVHG� GUdPdWLFdOO\�
after� the� bubble� crash.� Henceforth,� there� is�
ELJ� GLiiHUHQFH� LQ� HYHQW� dFWLYLW\� ZLWKLQ� WKH�
total� sample� period� 1996-2005.�We� split� the�
VdPSOHV� LQWR�iXUWKHU�VXE�VdPSOHV��EHiRUH�dQG�
after�the�crash.�We�de¿ne�the�beginning�of�the�
bubble�crash�in�March�2000.�
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Table� 8� shows� that� there� is� a� large�
GLiiHUHQFH� EHWZHHQ� WKHVH� WZR� WLPH� SHULRGV��
$OPRVW� dOO� VdPSOHV� dUH� XQGHUSHUiRUPLQJ�
LQ� WKH� SUH�EXEEOH� FUdVK� SHULRG�� KRZHYHU�
not� signi¿cantly.� In� any� case,� they� are� not�
RXWSHUiRUPLQJ� WKH� PdUNHW�� 7KH� VXE�VdPSOH�
iRU�WKH�diWHU�EXEEOH�SHULRG�LV�d�GLiiHUHQW�VWRU\��
1R�SRUWiROLR�VHHPV�WR�XQGHUSHUiRUP��dQG�WKH�
portfolio� by� common� equity� is� signi¿cantly�
RXWSHUiRUPLQJ�WKH�PdUNHW�LQ�WKLV�SHULRG��ERWK�
value-weighted�and�equal�weighted.�We�¿nd�
WKdW�WKH�SRUWiROLR�E\�FRQYHUWLEOHV�LV�dW�OHdVW�QRW�
XQGHUSHUiRUPLQJ� iRU� WKLV� SHULRG�� LQ�dQ\�FdVH�
QRW�Li�YdOXH�ZHLJKWHG�

7KH�SRZHU�Ri�WKH�UHJUHVVLRQV�iRU�WKH�diWHU�
EXEEOH� FUdVK� SHULRG� LV� VWURQJHU�� GXH� WR� WKH�
UHOdWLYH�KLJKHU�QXPEHU�Ri�REVHUYdWLRQV��7KHUH�

ZdV� FOHdUO\� d� KLJKHU� FRUUHOdWLRQ� ZLWK� WKH�
dYHUdJH�PdUNHW�idFWRUV�WKdQ�LQ�WKH�SUH�EXEEOH�
FUdVK�SHULRG�

:H��QH[W��VSOLW�WKH�SRUWiROLRV�LQ�d�SUH�EXEEOH�
FUdVK� SHULRG� dQG� dQ� diWHU�FUdVK� SHULRG�� :H�
RPLW�WKH�KLJK�dGYHUWLVHPHQW�SRUWiROLR�iURP�WKLV�
VdPSOH�GXH�WR�WKH�OdFN�Ri�REVHUYdWLRQV��%HFdXVH�
Ri�LUUHOHYdQFH��ZH�dOVR�RPLW�WKH�SRUWiROLR�ZLWK�
WKH� UHVLGXdO�LQGXVWULHV��7KH� UHVXOWV�VKRZ�WKdW�
WKH�EXEEOH�FUdVK�GLG� QRW� VHHP� WR�KdYH�d�ELJ�
HiiHFW� RQ�%LRWHFKQRORJ\� dQG� 3KdUPdFHXWLFdO�
FRPSdQLHV��%RWK�EHiRUH�dQG�diWHU�WKH�EXEEOH�
FUdVK��WKH\�dUH�RXWSHUiRUPLQJ�WKH�EHQFKPdUN�
portfolio,�however�not�signi¿cantly.�

7KH�KLJK�WHFKQRORJ\�VWRFNV�GR�QRW�SHUiRUP�
EdGO\� EHiRUH� WKH� EXEEOH� FUdVK� ZKHQ� WdNLQJ�
SdUW� LQ� d� SULYdWH� SOdFHPHQW�� EXW� WKH\� dUH�� Li�

7DEoH����/RQJ�wHup�(IIHFwV�E\�,QgXVwu\�%HIRuH�DQg�$IwHu�wKH�%XEEoH

9dOXH�ZHLJKWHG�UHWXUQV�dUH�VKRZQ�XQGHU�µ9:¶��(tXdO�ZHLJKWHG�UHWXUQV�dUH�VKRZQ�XQGHU�µ(:¶��7KH�W�VWdWLVWLF�LV�
signi¿cantly�different�from�zero�at�5%�level,�marked�by�*.

3uH�%XEEoH�&uDVK

Portfolio α��w�VwDwlVwlF� $gMXVwHg�α�(t-statistic) $gMXVwHg�5���1�

9: (: 9: (: 9: (:

+lJK�5	'�+HDowKFDuH
1,066
(0,886)

1,308
(0,839)

0,895
(0,744)

�����
(0,818)

0,355
(40)

0,303
(40)

+lJK�5	'6RIwZDuH
0,832
(0,526)

�����
(0,899)

0,661
(0,418)

�����
(0,875)

0,309
(38)

0,305
(38)

2og�(FRQRp\
-0,578
(-0,353)

0,104
(0,078)

-0,219
(-0,134)

0,562
(0,422)

0,422
����

0,445
����

$IwHu�%XEEoH�&uDVK

3RuwIRolR α�(t-statistic) Adjusted�α�(t-statistic) $gMXVwHg�5���1�

9: (: 9: (: 9: (:

+lJK�5	'�+HDowKFDuH
1,870
�������

1,803
�������

�����
(1,500)

�����
�������

0,490
����

0,590
����

+lJK�5	'�6RIwZDuH
2,883

(2,103)*
�����
(1,678)

2,940
�������

�����
�������

0,508
����

0,647
����

2og�(FRQRp\
-0,438
(-0,770)

0,459
(0,858)

-0,274
(-0,482)

0,352
(0,658)

0,522
����

0,675
����
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value� weighted,� signi¿cantly� outperforming�
WKH� PdUNHW� diWHU� WKH� EXEEOH� FUdVK�� 7KLV� FdQ�
EH� H[SOdLQHG� E\� WKH� FOHdU� VLJQdOV� SULYdWH�
SOdFHPHQW�FdQ�JLYH�dERXW�WKH�YLdELOLW\�Ri�WKHVH�
NLQG�Ri�FRPSdQLHV��d�ORW�Ri�GRWFRP�FRPSdQLHV�
ZLWK� d� UHOdWLYH� KLJK� dPRXQW� Ri� LQWdQJLEOH�
dVVHWV�� iRU� WKH� iXWXUH�� 7KH� EHQFKPdUN�
SRUWiROLR� KdV� WKH� WURXEOH� WKdW� LW� LQFRUSRUdWHV�
FRPSdQLHV� ZKLFK� KdYH� ORVW� WKH� EdWWOH� Ri� WKH�
GRWFRP�ERRP��dQG�WKHUHiRUH�LW� LV�ORJLFdO�WKdW�
WKH�FRPSdQLHV�LQ�WKLV�LQGXVWU\�ZKLFK�WRRN�SdUW�
LQ�d�SULYdWH�SOdFHPHQW��ZLWK�FRPPRQ�HtXLW\��
dUH�RXWSHUiRUPLQJ��dV�WKHVH�dUH�WKH�RQHV�ZLWK�
a�pro¿table�future�on�average.�When�adjusted,�
there�is�a�rather�large�difference�in�α�between�
WKH� YdOXH� ZHLJKWHG� dQG� HtXdO� ZHLJKWHG�
SRUWiROLRV��$SSdUHQWO\��WKLV� LV�GXH� WR�WKH� VL]H�
HiiHFW�

Concerning� the� Old� Economy� portfolio,�
there� is� not� a� signi¿cant� difference� between�
WKH� SUH�EXEEOH� SHULRG� dQG� WKH� diWHU�EXEEOH�
SHULRG�� 7KLV� SRUWiROLR� LV� PRVWO\� iROORZLQJ�
PdUNHW�UHWXUQV��

���'lVFXVVlRQV�DQg�FRQFoXVlRQV

In�this�study,�we�look�for�factors�inÀuencing�
the�stock�performance�of�¿rms�which�choose�
external� ¿nancing� by� the� use� of� private�
placements.�The�factors�include�¿rm,�industry�
dQG�PdUNHW�GLPHQVLRQV��dV�ZHOO�LQ�WKH�SULYdWH�
placement� characteristics� itself.� In� speci¿c,�
WKHUH�dUH�WKUHH�PdLQ�idFWRUV�LQ�WKH�iUdPHZRUN�
Ri�SULYdWH�SOdFHPHQWV�WR�EH�H[dPLQHG�LQ� WKLV�
SdSHU��WKH�LVVXH�W\SH�LQ�WKH�SULYdWH�SOdFHPHQW��
the�intangible�asset/total�asset�ratio�in�the�¿rm�
dQG� WKH� HiiHFW� Ri� WKH� EXEEOH� FUdVK� iURP� WKH�
EHJLQQLQJ�Ri�WKH�PLOOHQQLXP��

We� ¿nd� evidence� that� the� issue� type� in�
d� SULYdWH� SOdFHPHQW� LV� dQ� LPSRUWdQW� idFWRU�
affecting� the� stock� performance� of� the� ¿rm.�

&RQYHUWLEOHV� dUH� dW� OHdVW� QRW� KHOSLQJ� WR�
SHUiRUP� EHWWHU� WKdQ� dYHUdJH��ZKLOH� d� SULYdWH�
SOdFHPHQW� E\�FRPPRQ�HtXLW\� LV�PRUH� OLNHO\�
WR� RXWSHUiRUP� WKH� PdUNHW�� 5HJdUGLQJ� WKH�
inÀuence� of� industry/¿rm�characteristics,�we�
¿nd� evidence� that� the� intangible� asset/total�
dVVHW�UdWLR�LQ�WKH�LQGXVWU\�LV�d�JRRG�LQGLFdWRU�
iRU� WKH� VWUHQJWK� Ri� WKH� LQiRUPdWLRQ� VLJQdO�
FRQQHFWHG�WR�d�SULYdWH�SOdFHPHQW��)LUPV�ZLWK�
d�UHOdWLYHO\�KLJKHU�dPRXQW�Ri�LQWdQJLEOH�dVVHWV�
WKdQ� WKH� PdUNHW� QRUP� H[SHULHQFH� VWURQJHU�
information�signals�than�¿rms�with�relatively�
ORZHU�dPRXQW�Ri�LQWdQJLEOHV�dVVHWV��,W�LV�FOHdU�
WKdW� WKH� UHGXFWLRQ� LQ� LQiRUPdWLRQ� dV\PPHWU\�
pays� off� for� the� ‘good’�¿rms,� the�¿rms�with�
YLdEOH�iXWXUH�SURVSHFWV��7KLV�SdSHU�VKRZV�WKdW�
SULYdWH� SOdFHPHQWV� FdQ� EH� KHOSiXO� LQ� RUGHU�
WR� GLPLQLVK� LQiRUPdWLRQ� dV\PPHWU\�� dQG�
JLYH� dQ�XQGHUYdOXdWLRQ� VLJQdO� WR� WKH�PdUNHW��
On� the� other� hand,� we�¿nd� no� evidence� for�
WKH� HQWUHQFKPHQW� WKHRU\�� )LUPV� ZLWK� ORZ�
LQWdQJLEOH� dVVHWV� GR� iROORZ� PdUNHW� UHWXUQV�
diWHU�d�SULYdWH�SOdFHPHQW��dQG�dW�OHdVW�GR�QRW�
SHUiRUP�ZRUVH� UHJdUGLQJ� WKHLU� VWRFN� UHWXUQV��
For�these�kinds�of�¿rms,�a�private�placement�
LV� QRW� XVHG� dV� dQ� LQiRUPdWLRQ� VLJQdO�� EXW�
more� as� another� way� of� external� ¿nancing.�
,W� FdQ� EH� WKdW� SULYdWH� SOdFHPHQWV� LQ� WKHVH�
NLQGV�Ri� LQGXVWULHV�dUH�GLUHFWHG� WRZdUG�PRUH�
af¿liated� investors,� and� that� there� is� a� factor�
Ri�LUUdWLRQdOLW\��

A�lot�of�¿rms�see�private�placements�as�the�
only�way�out�in�¿nancing,�in�which�they�often�
KdYH�WR�dFFHSW�FRQGLWLRQV�ZKLFK�dUH�QRW�UHdOO\�
positive�for�the�¿rm�in�the�long-term.�So�it�is�
important�to�make�a�distinction�between�¿rms�
ZKLFK�KdYH�WKH�FKRLFH�Ri�d�SULYdWH�SOdFHPHQW�
as�an�alternative�to�common�equity�¿nancing,�
and� ¿rms� in� ¿nancial� distress� which� do� not�
UHdOO\�KdYH�d�FKRLFH�dW�dOO��
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7KH� VWXG\� VKRZV� QR� HYLGHQFH� iRU� WKH�
managerial� entrenchment� motive.� However,�
we�¿nd�that�the�undervaluation�signal�theory�is�
YLdEOH��(VSHFLdOO\�ZKHQ�ZH�WdNH�WKH�FRQGLWLRQV�
Ri� WKH� WUdQVdFWLRQ� LQWR� dFFRXQW�� UHOdWLYHO\�
high�intangible�¿rms�issuing�common�equity�
privately� show� a� signi¿cant� outperformance�
WR�WKHLU�SHHUV��7KUHH�idFWRUV�Pd\�H[SOdLQ�WKLV�
LQFRQVLVWHQF\�ZLWK�SUHYLRXV�SdSHUV��)LUVW��WKH�
QdWXUH�Ri�WKH�LQGXVWU\��ZKLFK�KdV�FKdQJHG�RYHU�
WLPH��7KH�UHOdWLYH�UdWLR�Ri�LQWdQJLEOH�dVVHWV�WR�
WRWdO�dVVHWV�KdV�LQFUHdVHG�VHYHUHO\�GXULQJ�WKH�
VWXG\�SHULRG��ZKLFK�FRXOG�KdYH�VWUHQJWKHQHG�
WKH�SRVLWLYH�LPSOLFdWLRQV�Ri�WKH�VWXGLHG�SULYdWH�
SOdFHPHQWV�LQ�FRQWUdVW�WR�HdUOLHU�RQHV��6HFRQG��
WKH�RWKHU�VWXGLHV�GLG�QRW�WdNH�WKH�QdWXUH�Ri�WKH�
WUdQVdFWLRQ�LQWR�dFFRXQW��7KHUHiRUH��WKHUH�ZdV�
d� GLVWRUWLYH� HiiHFW� Ri� PdUNHW� PdQLSXOdWLRQ�
ZLWK�WKH�XVH�Ri�FRQYHUWLEOHV�ZKLFK�FRXOG�KdYH�
FRQWULEXWHG� WR� WKH� QHJdWLYH� ORQJ�WHUP�HiiHFW��

7KLUG��WKH�RFFXUUHQFH�Ri�WKH�EXEEOH�FUdVK�Pd\�
KdYH�FKdQJHG�WKH�SdUdGLJP�Ri�WKH�ZRUOG�Ri�WKH�
SULYdWH�SOdFHPHQWV��,W�LV�KLJKO\�OLNHO\�WKdW�WKH�
information�asymmetry�inÀuence�has�become�
PXFK� VWURQJHU� diWHU� WKH� EXEEOH� FUdVK�� dQG�
WKHUHiRUH�PLWLJdWHV� WKHVH� idFWRUV�ZKLFK�ZHUH�
WKH� PdLQ� idFWRUV� EHKLQG� WKH� QHJdWLYH� ORQJ�
term�performance�in�the�¿rst�place.

)LQdOO\��SULYdWH�SOdFHPHQWV�dUH�d�FRPSOH[�
PdWWHU�� 7KHUH� dUH� d� ORW� Ri� GLiiHUHQW� idFWRUV�
playing� in� the� ¿eld.� One� should� be�wary� to�
dWWULEXWH� WKH� SRVLWLYH� HiiHFWV� iRXQG� LQ� WKLV�
study�with�high�R&D�¿rms�only�to�the�private�
placement�transactions.�Our�robustness�checks�
show�that�these�¿rms�are�also�quite�dependable�
on�industry�speci¿c�factors,�like�technological�
SdUdGLJP�VKLiWV��,Q�dGGLWLRQ��WKHUH�dUH�d�ORW�Ri�
H[WHUQdO� idFWRUV�dW�ZRUN��ZKLFK� dUH� OLNHO\� WR�
have�big�inÀuence�on�high�R&D�¿rms.q
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